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The Securities and Exchange Commission today made public an opinion 
of its Chief Accountant in its Accounting Series discussing the propriety 
of writing down goodwill by means of charges to capital surplus. The 
opinion, prepared by William W. Werntz, Chief Accountant, follows: 
"Inquiry has been made as to whether in a financial statement required 
to be filed with the Commission goodwill may be written down or written 
off by means of charges to capital surplus. The goodwill in question 
resulted from the acquisition during the year of the assets and business of 
a going concern at a price of $2,000,000, payable in cash or its equivalent. 
It was determined that $1,750,000 was paid for the physical assets acquired 
and $250,000 for goodwill. It is now proposed to write off this goodwill 
by a charge to capital surplus. 
"In my opinion the proposed charge to capital surplus is contrary to 
sound accounting principles. It is clear that if the goodwill here involved 
is, or were to become, worthless, it would be necessary to write it off. 
Preferably such write-off should have been accomplished through timely 
. charges to income, but in no event would it be permissible, under sound 
accounting principles, to charge the loss to capital surplus. The proce-
dure being proposed would, however, evade such charges to income or earned 
surplus and would consequently result in an overstatement of income and 
earned surplus and an understatement of capital. 
"This position was expressly taken in the following paragraph of the 
Commission's opinion in In the Matter of Associated Gas and Electric 
Company, . S.E.C. _(Securities Exchange Act of 1934, Release No. 
3285A, August 5, 1942, at p. 54): 
"'[the ] position [taken] with respect to intangibles not subject 
to amortization assumes that as long as the write-off is made because 
of conservatism before actual realization of the loss, the write-off 
may be made to capital surplus. This practice would permit a corpo-
ration to circumvent charges which should be made against income or 
earned surplus by recognizing them in advance as a charge against 
capital surplus and, in our opinion, it is not consistent with 
the fundamental principle that a distinction should be maintained 
between capital and income.'" 
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